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The Honorable Sam Gejdenson
U. S. House of Representatives
2416 Rayburn House Office Building
Washington, D.C. 20515-0702

Dear Congressman Gejdenson:

Thank you for your recent correspondence addressing the
Cable Act of 1992 and the Commission's implementing rules. The
FCC has recently taken significant steps to refine its
regulations and otherwise guide the cable industry in its
transition to regulation. These recent actions will better serve
the goals of ensuring reasonable rates and encouraging
competitive growth and innovation.

On February 22, 1994 the FCC adopted new rate regulations
for regulated cable services which are expected to be effective
mid-May 1994. The enclosed press releases explain further the
newly adopted rate regulations. Briefly, the new rate
~egulations will p~ovide for a revised ben~hmark rate and rules
and procedures allowing cable operators to present cost-of
service showings.

Specifically, the new rate regulations require that prices
for regulated services of all cable systems be lowered 17 percent
from September 30, 1992 rates. Cable operators who operate below
or less than 17 percent above the new benchmark and small cable
operators will have a transition period during which they will
not be required to lower their prices by the full 17 percent
pending the completion of cost studies. In addition, if a cable
operator believes that its costs of service are unusually high,
the cable operator may request relief from application of the new
benchmark rates by making a cost-of-service showing. In this
instance, the cable operator's rates will be based on interim
rules set~ing forth allowable costs and a reasonable return on
the allowable ratebase.

·In order to provide sufficient time for the Commission,
local franchising authorities, and cable operators to implement
the new rules, the FCC has extended a cable rate freeze until
May 15, 1994. Under the freeze, the average monthly subscriber
bill for cable services and associated equipment subject to rate
regulation under the Cable Act of 1992 may not increase above the
level determined under rates in effect on AprilS, 1993. No
change in rates is permitted that increases an operator's average
subscriber revenues. However, operators may change (raise or
lower) individual rate components such as specific tier or ~..
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Also on February 22, 1994, the FCC announced an experimental
upgrade plan to encourage industry investment in new services.
Specifically, operators will be given rate flexibility for some
established period of time in setting rates for new services.
Operators that elect to use this plan will commit to maintaining
rates for their current regulated services, including the basic
service tier, at current levels. Operators also will commit to
maintaining at least the same level and quality of service,
including the program quality of their current regulated
services. The incentive is generated by giving the operator
flexibility in setting rates for new services and capabilities.
If the operator invests wisely and introduces services that meet
customer needs, it gains the opportunity to achieve higher
profits.

equipment charges in order to come into compliance with the new
cable rules. Nothing in the FCC's rules requires cable systems
to raise their rates for any service or any piece of equipment
rented to subscribers.

I very much appreciate your support and thank you for taking
the time to share your views and concerns with the Commission.-------Si~cerelY, ~

'-~~~~

//

The Commission is aware that both local franchising
authorities and consumers have questions about these changes. As
part of an aggressive outreach and education effort, the
Commission released a Cable Services Bureau contact list
containing the names and telephone numbers of staff members. We
encourage local franchising authorities and consumers to contact
the Commission, and I urge you to make this list available to
your constituents. A copy is enclosed.
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CULl: SERVICES lUUAU CONTACT LIST

For questions about:

o Cable ralll
o Cable .... complaiDIs
o PIoII n"
o CuIIa_r service
o H..- wiriIII
o flllKa.y IDd obscenity
o L.a. ICCIII
o Proto- ICCIII
o Mwt-eany mI reQ'lQllDiuioa~
o 0wDm1lip

'srn I - Ncw¢ , VEtt S7rs: CAlL (.> 416-0159. [lDclud.. Mme. New
H.....ire. Ve,... "I...ct It' s1. Ce au". New York. re-ylvlllia.
New 1eney, DeII__, MIry , W.. Viti' , DiIIria of C.......]
A* for: MIrt 8011' • r ea.w. L,.C OIIlU", Lila HiIIi*"ham.
0-. Hofbauer. Jama NcnoD, Jeffrey S........ LIrry W Strie WeiIpneD or Muy
WoyIIk.

'?11m 2 - $ $ • I' 'g , '77 : CAlL (., 416-43110. [IIdIdIa Vir.' 's, NonIa
caroua. SOlIdI c.." . 1:1 nn cty, T••FlJI •• 0 AJebee', Millillippi.
LGaiIi'-. Texas. Ai: 7, "no Rico U.S. V 1111 t.]
AJt for: JobD Ad , LMJ a-y, ..,... J1IIII.e' 7 O. ,. 0.1" •• AllIe"
GNeD. Leon doc...... Eli Joh!MD. Joel K.-zsp, HI.- $1......0 or JoiID Speacer.

'slin 3 - C 'I' t ' .., : CALL (%02) 416-CW16. [IK'" 0IIi0, Mic"ipD, .
'wliIM, mf II. Wlnl (' , ........ Narda DIIIa. Souda 0..... NebruIra. Iowa.
KIF 71, Mis I ai"7' t •.]
A.It for: 0..1••1,'" D'Ni, RMIIccI~, c.-,. ....., RicIIInIICaIb. MiDdy
U.U, 8reaI 0IIaa, PIIIIt SlWweU," T..... or Amy ZoIJov.

8"''' - W 7nil 'p 1brs: CALL (20Z) 416-0953. [1&'.... ".;''-, MOIDDI.
0Np, 1cIIIIo, Wyc . It CalifonI;a, NftMa, UtIIl, CoIcndo, AriroaI. New Mexico.
AJItb, HaWlii, a- 1M die ManIIIII I,'s 1 .J
A.It for: ..... Irict, s.a COlI.., K-, r:n.o, Aaroa GoldIe,..... Ed Hearst.
Meryllcove, loAmI V...., David Robens. AIaD~ or AJIdra WUUIIDS.



For questioaIabout:

o £qui'" compatibility
o SipalleakaF

Call Michie) Lance or John WOIll at (202) 416..()9()3.

For questioas about die Commission I s cable television seminarS, caU:

o ..._iMr: FrIIl~, (617) 17G-4023 11
o ChicIIO temiMr: Chris Jelialk. (101) 298-~1
o ~ City. MO seminar: KINft laiDIs. (816) 3~3-8201
o SID Fnacilco semiDll': Amy Fmandlich or Kale Hon. (SI0) 132-9(M6
oW......... D.C. repo.1 ..... propam contXt:

CyndUa Ward Jeffries. (202) 416-0902

To reqI*t cable~ service race complaint forms. fraIIchisini audlority
eeniftcatioD forms. ud fCC Form 393. call:

o Cable 'bfereDce Room. (202) 416..Q919.

For _iltanee in completina subscriber cable proIfIIIIIDma .rvice race complainl fonns,

call:

For • __• willa ""'.inI authority certification questioas. call:
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EXECUTIVE SUMHARY

February 22, 1994
Implementation of Sections of the Cable Television Consumer

Protection and Competition Act of 1992;
Repor~ and Order and Further Notice of Proposed Rulemaking

MM Docket ~o. 93-215 ,..\ \. \

The Commission today announces its adoption of interim rules
co govern cost of service proceedings initiated by cable
operators. The Commission anticipates that most cable operat~rs

will set rates by applying the revised competitive differential
approach announced today, rather than through the cost of service
approach. It recognize., however, that the cost of service
approach may be appropriate for some operators. The interim cost
of service rules are carefully designed to ensure that
subscribers are charged reaeonable rates, and that cable
0Pflrators have both the 0ppor1:unity tor adequate recovery, and
incentives to upgrade their systems and introduce new services
and capabilities.

Cost of .ervice proceeding. may be elected by cable
operators facing UAu.ually high cose.. Theae operators will have
their rates baaed OD their allowable costs, in a proceeding based
on principles sillilar to tho.. that govem cost-baaed rate
regulation of teleplMDa cOtDpalli... tJIIder this _tbodology, cable
operators may reccwezo, through the race. they charge tor
regulated cable "rYice, their no~l operating expenses and a
reasonable return OIl invest_a.t. . _

....i~__~s~ ..~......

"'°1 Ie' Ds ~ftt; IRYMZrT 't,.e: To be
inclucled u' pu1: ot-piUTIn service,· the l~c: cOlllllODent of
the rateoa.e, pl.e -.t be u.ed aAcl waeful ia. the provision of
regulated <:able _nice, aDd lIIUst be the re.w.c: of prudent
investment. Onder thMe standards, the plaat muat directly
benefi,.t the subscril:Mtr and may not include illprudent, fraudulent,
or extravagant outlay•.

Mgdified OrigiNl COlt valUAtigp: Plant in service will
generally be valued at its COlt at the time it was originally
used to provide regulated cable service. !n order to permit a
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slmplified method of cost valuation in the case of systems chat
were acquired by the current operator, plant may be valued at the
book cost of tanqible assets and allowable intangible assets at
the time of acquisition.

Excess Acquisition Costs: Acquisition costs above book
~alJe are presumptively excluded from the ratebase. The
:~mmlssion believes that, in most cases, excess acquisition COSts
suc:-. as "goodw:..l.l" ::-ep::-esent the value of the monopoly ::-er:.ts :::-.e
acq~~::-e::- hoped co ea::-~ durlng the period when the cable system
~as effectively an unregulated monopoly. These monopoly rents
~ould not be recoverable from customers where effective
competltlon exists, the touchstone for rate regulation under ehe
Cable Act. The Commission also recognizes that there may be
situations where operators could make a cost-based ~howing to
rebut a presumpcion of excluded acquisition costs. ~he\'.

Commission will consider such showings under certain .~

ci::-cumscances.

Additions to Original and Bock COltS: Some coses incurred
after original costs and some intangible, above-book costs may be
allowed. For exaaple, cable operator. may have incurred start-up
losses in the early years of operating their systems. The
Commission will permit reasonable .tart-up 10•••• to be added to
original costs recoverable by the operator, limited to 10••••
actually incurred during a two-y.ar start-up period and amortized
over a period no longer than fift..n y.ar.. C.rtain oth.r
intangible acqui.itioQ costs above book value, tDcluding costs of
obtaining franchi.e rights and s~ .tart-up organizational costs
such as costs of cuatomer li.t., will al.c be alloweC:!. Other
intangible acqui.ition costs will be pre..-ptively disallowed.
Carriers may challenge this pr••~iOft, however, by sbowing a
direct relation.hip between the co.t. incurred and benefits to
customers.

Plan' UDder e-'cmc;tiQQ: ValuatiOll of ·plant UDder
construction· will uae a traditioaal capitaliaatioa ..tbod.
Under thi. approach, plut UDder =-acnc:ciQQ i. excluclM frola
the rat.baa.. ". .,...tor c:apit.~_ a&l allOVllACe for fUll&l
used during c:out~iOll (AI'ODC) by 1Dclwli .... it 111 the C08t of
construction. .... ,lut i. plac:ed iACO Mnt.ce, eM ret\Ilated
portion of tile c..e of c:olul1:ructioa, iac:luc1iDl U'ODC, i. included
in the rateba_ .... rac:overed. through deprec:iatiOD.-,.

CUb *PtiN ~it;al: . The C~••ioft expect. to allow
operators flexibil tY in chOoaing a _Cbacl o( detenail1ing the
costS of fundiDg' day-to-day operatiaa., .. ellboclied in c:aab
working capital. Becau.e cable operacor8 geaarally bill for
regulated servicea in advance, the C~aaioawill pr••~ zero
cash working capital. Operators may u.. ODe of several ..thodl
for overcoming this pr••umption, including the Simplified Method
for telephone carriers in Section 65.820(e) of the Commi••ion's
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Rules.

Other COlts - Excess Capacity. Cost Overruns. and Premature
Abandonment: A cable operator may include in the ratebase excess
capacity that will be used for regulated cable service within one
year. Cost overruns are presumptively disallowed, but operators
may overcome chis presumption by showing that che costs were
9~ude~~ly t~cur~ed. Costs associated with premature abandonment
of plant are recoverable as operating expenses, amortlzed over a
term equal co the remalnder of the original expected life.

Permitted Expen•••

Operating Expenses. The Commission adopts sta~?ards that
will permit operators to recover the ordinary operat'1.n~:hexpenses
incurred in the provision of regulated cable services ..

Depreciation. The Commission will not prescribe cable
system depreciation rates, but will evaluate the reasonableness
of depreciation rates submitted by cable operators.

Taxes. Corporations may include an allowance for income
taxes at the statutory rates in their cost of service showing•.
Subchapter S corporations, partnership., and sole proprietorship.
may also include an allowance for taxes based on earnings
retained in the regulated firm.

The Commi••ion e.tabli.he. an interi. iDdu.try-wide rate of
return of 11.2St for preau.ptive u.e in cable co.t of .ervice
proceeding.. It solicits comment on whether this interim rate
should be made permanenc.

aae. U...10l_.C .. Co.e SUpport:

AsSgupc;i. ',.:#rESPc,: ~ ~. i ••ioe adopt. a.' IIY
list of aCCOUllt., require. caitle q8t_ aperaton to 8UppOrt
their co.t of "udi•• widl a ~'\of .their re¥ellUe.,
expea..., aM ia.M. lat. puI:1IUaC to tbat luc of accoaAt.. The
COIIai.••iClll abo cIiIei.du to ••tabli.b, after further .t....
described. ill tile JE.heE Igljic;., a WlifoZ'll 8Y8C- of acc:ou.nt. for
cable opentoz'll. UDi,forll sy.t_ of aCCOUllt. will apply only
to operatora tbat elect to set rat.. baaed aD a coat of .ervice
showing. A UDifon syac_ of accouat. will eaaure that operators
accurately aDd coaai.t.atly record their reveaue., operatiDg
expenses, depreciation expense., &DC! imreac.nt. In ruc:hiXl9
this decision, the Caa.is.ion note. that accounting recorda will
serve as the principle source of information on cable operators
that elect co.t of .ervice regulation and a uniform syst.. will,
therefore, help keep variations in accounting practices from
unduly complicating cost of service proceedings.
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~ost Allocation Regyirem,nt.: The Commission adopts cost
allocation rules that require cable operators to assign or
allocate all costs and revenues identified in the summary level
accounting form either to the equipment basket or to one of five
service cost categories: basic service activities, cable
~rogramming service activities, other programming service
aC:lvities, other cable aCtivlties, and noncable activities. To
:~e exte~t possible, costs must be directly assigned to the
~acesc~y :cr ~h:ch :he cost is incurred. Where direct assignmer.:
~5 not possible, cable operators shall use allocation standards
:~corporated in current Section 76.924(e) (f) of the Commission's
rules.

Affiliated Transactions: To keep cable system operators
:~om engaging in improper cross-subsidization, the Commission
adopts rules governing transactions between cable op~rahors and
their affiliates. ~

Procedural Kequireaeat.

Threshold Requirements for a CO" of Service Showing: There
are no threshold requirements limiting the cable systems eligible
for a cost of service: showing, except for the two-year filing
interval described below.

Historic Ie., Year: Co.t of ..rvice showing. shall be based
on a historic te.t ye.r, adju.ted for kDowa and· ...surable
changes that will occur during the period when the propo••d rates
will be in eff.ct. The te.t year .bould betbe l ••t normal
accounting period. In the ca.. of DMf ~t_ for whic:h no
historic data i ••vailabl., a projected t ••t year aaay be u.ed;
the a••umptio~ Oft which the projected t ••t year are b••ed will
be subject to car.ful scrutiny.

Co.t of Sgyip riliN Iayryal: After rate. are ••t unc1er
a cost of s.rv1c.AfIIrOac:h, c:abl. operators _y not file • n.w
C08t of .ervic. allllwiDg to juatify new rat•• for two year. ab.ent
a showing of special c:irCUlUltaJ1C:~!.

co,s; 9C 'em. 'Pn: '1'M CI 1..1a1l .1D9ta a fo~ to be
U8ed by c:aII1.~ .akiDg c:oec of Hi:..ice .baw1Dp. The
COlIIBi••iOD ~c_ tllat thi. form will be lIAde available
electronically .. .aoa a. pos.ibl•.

Har4e1dp ••t·: In individual c:aaes, the OCci ••ion will
con.ider the aee4 ~or spec:ial rat. reli.f for. c:abl. oper.tor
thatA demonttrat.. that the rat.s ••t by a co.t of servic.
proceeding would coaatitute confiacacioa of iDve.tment aDd that
some higher rate would not repr••ent exploitation of c:ultomers.
The operator would be required to .bow that unle.. it c:ould
charge a higher rate it would be unable to maintain the credit
necessary to operate and would be unable to attract inve.tment.



The opera~or would also be required co show chat its proposed
rates are reasonable by comparing chem to the rates charged by
similar systems. !n considering whether to grant such a request,
the commission will consider the overall financial condie ion of
the cable operator and other factors, such as whether there is a
~ealiscic threat of te~ination of service.

Small SY8tem.

7he Commission adopts an abbreviated case of service form
:or use by small systems, to reduce the administrative burdens of
cost showings for small system operators. The information must
be certified by the operator as correct subject to audit by the
Commission. The Commission solicits comments on the pOSSibility
of exempting small systems from uniform system of acepu~ts

. \ .
requ~rements . .\

Stre.-lined Co.t Showing for Upgrade.

The Commission adopts a streamlined cost showing for
upgrades. Under this showing, operators would be permitted to
adjust capped rat.s by the amount of the net change in costs on
.account of the upgrade-. Operators must reflect in rates any
savings associated with upgrade. and must apply cost allocation
rules applicable to cost showings generally.

The IDctlllt:ive OpgTacle PlaA

The Cem.i.sion announce. an experi..ntal incentive plan that
prOVides subacriber. with a.aurance. that rate. for current
regulated service. will not be incr.a.ed to pay for upgTade. that
are not needed to provide their c:urrent .ervic.. and provide.
cable operators with incentive. to upgrade their sy.te.. and
ofter new .ervice.. Specifically, operaton will be given
substantial rate flexibility fOI: .....tabli.bed periocl of time
in setting' rat.. fOI: Dew MZ'Yice.. Opentor. that elect to
operate u.nder thUI plan will c~t eo -_iaeaiDiD9 rate•. for
their current ret'I1at:ed ..Z'Vice., ~j.AcludiDf the ba81c .."ice
tier, at their~ 1..,.1. Openton &180 will cerrit to
maintainiDg aC 1-.: t:M _ 1..,.1 aacl qa-.lity of Hrrice,
includ..1Ag eM pzep_ quality of eheir c:urrent regulated
service••

Openton~~ eq.ai.sioft approval befoJ:e Meting rates
for new MJ:'Y1C_~t to ehe plan. New .ezvice tie"
comprised of new pZ'OgZ'~1l9' as well as new functions ehat can be
u.edAwith existing tiers are eligible fOI: this plan .. long as
they are available and chargeable on an W1bUDdled ba.is from
existing service•.

The plan seeks to give cable operators a strong incentive to
invest in their networks and increase the services they ofter to
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customers. This incentive is generated by giving the operator
broad flexibility in setting the races for these added services
and capabilities. If the operator invests wisely and introduces
services that meet customer needs, it gains the opportunity to
achieve higher profits. The plan is intended to help achieve the
Cable Act'S goals of setting rates similar to those in
comoetitive markets. As in competitive markets, customers are
procected from monopoly rates for established services. but
enc=e~=eneurs ~ho successfully introduce new produc~s or improve
the ef::ciency of their operations are rewarded through higher
profits.

The Commission will entertain requests from operators
seeking to use the plan on an experimental basis, and seeks
comment on whether the plan should be made permanent e The
Commission will accept proposals from operators as df e~e
effective date of its cost rules. '.

Further Notice of Propo.ed aul~ing

Pending completion of cable system cost studies and the
development of experience through the case-by-cas. evaluation of
complaints, the Commission is adopting the current rules on an
interim basi.. The Commission seeks comment on whether the rules

'should be adopted as permanent.

Among other i ••ue., the ComBdaa1on ...t. comment on whether
11~25t is an appropriate rate of return &ad on whether it should
adopt an average cost schedule approach for _11 syat_, and
possibly for larger .yate.. u well. TIle ~ iaaion delegate.
authority to the cable Servic.a Bureau to obeain deeailed coat
information f~ cable operators to help ....iDe thia approach.
The Commi.sion al*2 s.eks fureher daea. aaal~ia, and ca.aent on
whether to include a productivity faecor in addition to an
inflAtion factor in the benchmark/price cap f~la. Baaed on
the current r.cord. the Commi.aion propo... a 2' produccivity
factor.

The unifoza .,.c- of aCCOWlea, pzoota•• by the co_ t .aion in
the Fur1jbeE. ,aT" 18 derived iA pu1:f~ eM .,..c- c:urnDely
u.ed by tile OJ Ti_tea for e.l"",~_ C- 'art 32 of
the CO_iMt.oe-. nlM), but the c~..lOQ •••lta eo aillplify
tho.. rut..-,,,, .'a,t eMIl to thec:abl. iDdwIUy. The eo-ission
requeaea tJIac 1atu.csy groups work with Cc p i ..ion .eaff to
develop a ,..,..... Wltfozs I sy8c" of ac:couac., with a view
towarda COIIpleeioa of a eentative propoal withiD 110 daya. The
Commission will tben eolicit cam.ents f~ ineereseed parti•• on
the propos.d unifortll syatem of accounts before adopting a final
version.
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EXECUTIVE SUMMARY

February 22, 1994
Implementation of Sections of the Cable Television Consumer

Protection and Competition Act of 1992;
Report and Order and Further Notice of proposed 'R~lemaking

MM Docket No. 93 -266 '.\ '"
.\

The Commission today adopted a Second Order on
Reconsideration, Fourth Report and Order, and Fifth Notice of
Proposed Ruleroaking in MM Docket 92-266, Implementation of the
Rate Regulation provisions of the Cable Act of 1992. The Second
Order on Recqnsideration modifies, among other things, the
Commission's previous benchmark approach for determining initial
rates of regulated cable systems. The Commission's revised rules
will better ensure that consumers are offered regulated services
at reasonable rates, and will provide incentives for cable
operators to launch new program services and invest in advanced
technology. ~he modified rate regulations will apply to
regulated rates in effect on and after the effective date of the
new rules; regulated rates in effect before that date will
continue to be governed by the old benchmark system.

The Revised Ca.petitive Differential

The Comm~ssion's revised competitive diff.r.ntial is based
on a strengthening of its statistical aDd .coac.ic model for
estimating the diff.rence betw.en rat•• charged by Doncc.petitive
systems and syst_ subject to "ettec:tive cOllpttition," as that
term is defin.d in the 1992 Cabl. kt. TIw Co ission's.adel is
based on a survey of iJIdwItry rat.. cODducCecl;by cerission staff
in the wint.r of 1J'2. The cCllPltitive ·diff....tial· represents
the Cc.aissiOD'. Met determination ot the average -..aunt by
which the rat.s cbazged by a cable operator not subject to
effective cOmpetition exceed "reasonable" rates.,

In response to cc.ments made by petitioners on
reconsideration, and·upon further analysis by the staff, the
Commission significantly improved its statistical analysis of the
1992 survey results. This effort has resulted in a revised
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benchmark formula that is both more accurate and more
sophisticated. The revised benchmark formula will be used to
help estimate the competitive differential and to determine which
noncompetitive systems are covered by the phased _mplementatlon
program described above.

In addition, the Commission revised its economic analysis to
better evaluate the record evidence concerning the rates charged
by the three types of systems Congress deemed subject to
effective competition (i.e., systems with penetration rates of
less than 30 percent, systems that face actual competition, and
systems operated by municipalities). In the Rate Order adopted
in this docket last April, the Commission computed t~e \
competitive differential by simply averaging the data f&F all of
the systems that meet this statutory definition.- On
reconsideration, the Commission determined that the 1992 Cable
Act required it to "take into account" the rates charged by the
three different types of effectively competitive systems in
determining.reasonable rates, but did not require it to use the
methodology adopted last spring. In addition, the Commission
determined that its previous methodology understated the
competitive diferential by weighing systems on the basis of the
number of systems, rather than by evaluating which type of system
best illustrates a competitive price.

Under the revised approach for determining the competitive
differential, the Commission cOllputed, and considered, the
competitive differential for each of the three types of systems
deemed subject to effective competition. After analyzing the
various characteristics of the three types of effectively
competitive systems, and exercising its expertise and discretion,
the Commission determined that the best estimate of the average
competitive differential is 17 percent.

The Commission will issue forms upqa rel.... of "he Ord.r
for use in applyiag the revised co.p.titive differential to rates
of regulated cable 8Y8te.. It alate will help operators apply
the r4!'viaed benc-.n: formula by lIIAJdD9 <:able servic. Bureau
staff available to aD8Wer questions aDd by distribution of a
cOlllputerized spread aheet.

1Ur~ Ccillpetitive Rate aol3baau

Under the Cam.isaion's revised benchmark regulations,
nonco~petitive cable systems that have become subject to
regulation will be required to set their rates at a level equal
to their September 30, 1992 rates minus a revised competitive

(over)
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differential of 17 percent. Cable operators who seek to charge
rates higher than those produced by applying the competitive
differential may elect to invoke cost of service procedures the
Commiss: In also adopts today in a separate action.

Although all noncompetitive systems will potentially be
subject to the new competitive differential, the Commission has
adopted a phased implementation program which will give it more
time to evaluate whether certain noncompetitive systems have
lower than average competitive differentials. These systems
include noncompetitive systems with relatively low prices
(defined as systems whose rates would be below the tanchmark
after subtr~cting the 17 percent competitive differe~tial from
their September 30, 1992 rates or reducing their rates ~o the new
benchmark level). The phased implementation program will' also
apply to systems owned by small operators (defined for this
purpose as operators serving a total subscriber base of 15,000
or fewer subscribers and that are not owned or controlled by
larger companies) . .

While the Commiss'ion collects additional cost and price data
about the low priced and small operator systems, such systems
will not be required to reduce their regulated rates immediately
by the full competitive differential. Rather, implementation of
the full differential will be stayed pending completion of the
Commission's'cost inquiry. At the same time, to protect
consumers while the cost studies are being conducted, a system
subject to phased implementation will be r~ired to calculate
the extent to which its rate reduction falls short of 17 percent.
This reduction -deficit- will then be offset against any
inflation adjustment pending completion of the cost studies.

Th. Pric. cap Gov.J:ning cabl. Service Rat••

Calcul,tigg Af lKt'rnal Cgltl. In addition to revising the
benchmark formula aDd the competitive differential uaed in
setting initial regulated cable rate., the ecmai ••ion adopted
rules to si.,lify tbe calculations used tb ,adjust the.. rat.s for
inflation aDd exteraal costs in the future. ODder current rules,
operator. ..y adjust their regulated rat.s anaually by inflation
and up to quarterly by the net change in external co.ts. Any
change in external costs Must also be measured against inflation
and adjusted for the corrected inflation rate. To simplify these
rate "adjustments, the Commission has separated the inflation
adjustment from the external cost adjWltment. This refinement
will reduce the administrative burden as.ociated with seeking a
rate increase. A form to be released with the Order will set
forth the specific steps for making these calculations.

J
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Copyright and Pole Attachment fees. The Commission also
determined to treat increases in compulsory copyright fees
incurred by carrying distant broadcast signals as external costs
~n a fashion parallel to increases in the contractual costs for
nonbroadcast programming. The Commission will not, however,
accord external cost treatment to pole attachment fees.

"A La Carte" Packages

The Commission also revised its regulatory treatment of
packages of "a la carte" channels. In its April 1993 Rate Order,
the Commission exempted from rate regulation the price of
packages of "a la carte" channels if certain conditio'ns ~ere met.
On reconsideration, however, the Commission determined tnat its
rules governing the provision. of "a Ia carte" channels in a
package should be refined to better ensure that the marketing of
channels in this fashion is designed to enhance subscriber choice
rather than evade rate regulation. When assessing the
appropriate regulatory treatment of "a la carte" packages, the
Commission will consider certain factors, among other
considerations, that would suggest that packages should not
qualify for non-regulated treatment, including : whether the
introduction of the package avoids a rate reduction that
otherwise would have been required under the Commission's rules;
whether an entire regulated tier has been eliminated and turned
into an "a la carte" package; whether a significant number or
percentage of the "a la carte" channels ~re removed from a
regulated service tier; whether the package price is deeply
discounted when co~red to the price of an individual channel;
and·whether the subscriber must pay significant equipment or
other charges to purchase an individual channel in the package.
In addition, the Ca.mission will coasider factors that will
reflect in favor of non regulated treatment such as whether the
channels in the package have tracUtiODlllly been offered on an "a
la carte" b_sis or whether the subscriber is able to select the
channels that cCMlpris. the "a la carte- package. " A la carte·
packages which an fOUl1d to evade rate regulation rather than
enb.aDce suDlICribu' choice will be tre.ted.~.. regulated. tiers, and
operators eDg&9ia1 iD such practice. _y be subject to
forfeiture. or other sanctions. This process will be conducted on
a case-by-ca.e basis.

The Commission also lifted the stay of. rate regulation for
small cable syst... , which were defined as all systems serving
1,000 or fewer subscribers. Thus, as of the effective date of
the Commission'S new rules, noncompetitive, small systems will be

(over)
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subject to rate regulation. (The Commission will entertain
requests for extensions of time to comply if operators of small
systems meet certain showings requirements). To reduce the
regulat~ry burdens, particularly the equipment cost calculations,
that rate regulation imposes on small systems, the Commission
also ado~ts two types of administrative relief :or small systems.

First, the Commission suspended, pending development of
average equipment cost schedules, the requirement for Unbundling
equipment and installation charges, and permitted a simple
across-the-board reduction i~ each individual regulated rate
separately billed by the operator. This relief allow$ o~erators
of such systems to reduce their overall rates and the ra6e for
each regulated component (programming or service) by the revised
competitive differential, without the need to complete a Form 393
or to prepare a cost-of-service showing. This administrative
relief is available to independently owned small systems and
small systems owned by small operators. The Commission defined a
small operator for purPoses of obtaining administrative relief
as an operator that has 250,000 or fewer total subscribers, owns
only systems with fewer than 10,000 subscribers each, and has an
average system size of 1,000 or fewer subscribers.

Qr4er, the C~ssion also adopted
rates when channel. are added to or
This methodology is similar to the

the Third Further NPBM.

(over)

Second, the Commission decided to permit larger operators of I
small systems to use the average equipMnt costs of its small )
systems in setting rates in individual franchise areas. The
Commission defined a larger operator of small systems as one that
owns more than one cable system, one of which has 1,000 or fewer
subscribers, and is not a small operator as defined above.

The Commission also determined that it would later provide
additional administrative relief for ...11 syst... by developing
an average equi~t cOst schedule tut can be used by all s...ll
systems to unbundle their equi.....t aDd iD8tallation revenue. and
rates. The cast ecbedule will be ba••d om iDdustry-wide figure.
derived, froID tlla Ca j ••ion ' s CCNlt 8UZ"NY\ (to be CODducted over
the next·~twelve to· eiwhteen IDOI'ltu.) SUch a selledule will
ultimately be~ available for \1M by all operators as part of
the Commission'. efforts to simplify its procedures.

A4j_t:IMIlts to cappecl "te. for
Add1tiaa anc! OeletiOll of ChAnnels

In the Fourth aeport and
a methodology for determining
deleted from regulated tiers.
third alternative proposed in
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In order to determine rates following the addition or
deletion of channels, each operator, after applying-the revised
competitive differential, will adjust its per channel rates to
reElect t~e proportionate decrease in per channel rates captured
by the Commission's rate survey, based on the total number of
~egulated channels. Under this approach, cable system operators
must pass on to subscribers the efficiencies and economies of
scale that arise as operators add channels to their systems.

The Commission also will treat programming costs as external
costs, to be calculated under the methodology described in the
Rate Order as modified by our Reconsideration Orders. Thus,
operators may recover the full amount of programming\expenses
associated with added channels. This will help promote~the

growth and diversity of cable-programming to the benefit of
subscribers, cable operators, and programmers. Operators may
also recover a mark-Up on their programming expenses.

The Commission stated that its methodology will prOVide a
ready way for operato~s to determine rates when new programming
services are added to regulated offerings and will not be unduly
burdensome for subscribers, operators, and regulators. It is
also fully consistent with the revised approach to setting
initial regulated rates, can be used for deletions of channels
and moving cp.annels among regulated tiers as well as for channel
additions, and protects subscribers on one tier from haVing their
rates raised by changes on other tiers. cable operators will use
an FCC Form, to be released with the text of the Commission
decision, to adjust capped rates when channels are added to or
deleted from regulated tiers, and to make external cost and
inflation adjustments.

AdjUlt:iDg Capped "bI. for CUI. Sy.t:_
CaZ'ryiDg NOr.~ 100 ebenn.l.

Finall)", in the Pifth 101j,J.c;a~AC PrnP?'ad IIlI.skiM, the
Commission s..ka ce••IDt on waetherit .bould ••tabliall a
benchalark _tboclology.;for adju.tiAsJ c....a rat•• when • cable .
system carri•• more tti&n 100 regulated channels, and if so, what
that meth~logy should be.



~)lIns
....... calmS_CATIONS COMMISS'ON
1'" MsftllT. N.W.
WASHINGTON. D.C....

*- ....... Ift,~""m I ~2·50~

................ 0'''''''''''' '.111
202/1.22.-02

r"" '. _" """"0(0"~........ 01 Cott!....._ "'00ft ,,_... 0/1 1,,11 ted 01 • C_.....,.. 0'_
C0"'10'1.1'.' 0"0('" tc:t_ s.. ..Cl. ~CC. 5' 5 ~ 2" _ 10 C Clc , ..

Executive Summary

THIRD ORDER ON RECONSIDERAnON IN CABLE RATE REGULATION
AND TIER BUY-THROUGH PROCEED(NGS \ '

(MM DOCKET NOS. 92-266 AND 92-262) \

Today the Commission. adopfed a Jbjrd 0nW QI'..jdcqcjqp, in MM DOcket Nos. 92
266 (Rate Regulatioa) aad 92-262 (Tier BuY-l'bIouP Provisioal). lmpIemenwion of
Sections of the Cable Television CODSWIIer PrOIICIioa IIId Competition Act of 1992.

This notice summarizes die aetioas tab:D in die Jbird 0nIIr on Rmmcjdmrinn.

1. The 1992 <:ate Act. provides for rwplMioa of caI* sen.... wIIIre 1 cable system does
not face "effective CGIIf ...... aad till N:I, .....c Ip«iftc tall for de....inj"l

wbich sysrau fica e«eatift~ 1'111 111_ effeccivec~ wbere
tbere is at 1..0.- alii .1M -.lCtl I ...... pIlVridIr dill rw:bn Ill.- 50~ of the
housebolds in till framta· .... IIId It.. 15" of till baulltDlds in till fra-=bise area
subscribe to such al...ave ..nce(s).

The illllD Iidopll4toe1aJ - CQ i i.'s for I.MI • .,. die prellDCe of
effective~ OD April!. 1993. ia follow.. ways:

• me 1 nt, 01 c I" _lid I' F'''.Zkad be aa MI' ired OD1
",..,... 11 • ifk ....1115".....,.......110

aadt':' d '114 t • dill o«er pd... ..• .I,..5K fA till baaJlIlDldl in
tile fl· , .• _ .. be iIdudad ia dill "..........IPi;

-
• S u· ,. 2 r A 2 T..,.. S,1I0_ (af,ATV> IIId 5 T....
RIaiw 0IIIr (TYItO) llIItIaibenilip ia....., bolla be CO" IIaol'll1y,
~toward ID'I~ die 15. -. siDee SIIIIIiIe service is ae-raUY IVli'''' from at least
of these comp........, soun:es; aDd

-1-



2. This Order clarifies that. for purposes of aU three pans of the 1992 ~Ie Act's
defmition of effeeuve competition. housing units t!W are used solely for seasonaJ. occasional
or recreational use sbou1d not be counted. Therefore. a system will not be exempted from
rate regulation as a -low penetration~ system if the reason for the low penetration rate is that
a large number of the households are unoccupied.

3. With regard to the 1992 Cable Act's requirement that cable operators have a rate
5rfUcrure that IS uniform throughout the cable system' s geographic area. me Order reaches
the follOWing decisions:

.. cable operators m.ay offer nonpredatory bulk discounts to multiple dwelling unitS
(MDUs) if those discounts are offered on a unifonn basis to buildings of the same
size with contracts of similar duration. Rares cannot be negotiated individually with

\ ,
MDUs: '\ ~

• cable operators' existing contraCtS with MDUs are grandfathered to the extent they
are in compliance with rate regulation; and

• the uniform rare structure requirement applies to all fraDchise areas. reprdlcss of
whether the cable sy~ is exempt from rare rquluioD. because of the preseace of
effective compecicion. 'Therefore. a cable openror cbarIiaI compedtive~ where it
is SUbject to effective competition is prohibited from cbarIiDI biper rata elsewhere.

4. The tier buy..mroup provision of the 1992 Cable At:l probibils cable openrors
from requiriDI sublaiblrs to purcbue .,... odIIr dIIII dae bIIic terrice tier ill Older to
obcaiD access to PlOP ;,. ottered 011 a per-') lor pII''fl'OPIID bail. 1111 Order
affirms tbat dlis provisioa applies to all cable SYIlllllll. iDcludilll tbose thIl are DO( subject to
rate regulation.

S. This Order rafIIII tbe foUowUIa ..... widl cepId to die process of cenifyiDt
local frm:hisiDI'llldlloridll to n=aw- cable ser:rice:

• it amn. dill c. . .'s dec....... dIiI iD.. ciace , it
will DOC .-cjw" tlcd. over baic cabie .,ice fnsu:trieiac bave
cboseD DOC to fI'." raIII; . ,

• if .... till 0 1 IJoa's dUll" hRt,... tn.lli........... III'" to
haw _ 0 I 'II. nJ, I. buic r-. _ oj • KIIII_ dill proceedI from dIeir
frll¥!hill ... wit .. CCMr (be costs of rare repIMioa;

•• it aUows tn...... .cborities to voau-rily widadlaw dIIir cenitk.. if they
deferm.iDe thIl me repJadoa is no 1011III' in die b.- __ of local callie
subscribers and tbey have received no consicIerIQoa in excM"Ie for tbcir decision to
decertify;



.. it affums tbe Commission's jurisdiaioa over basic rates when a franchising
authority'S certification is denied for lack of lepl authority or for failure [0 adopt
regulations consistent with the Commission's rare rules: and

• it allows a franchising authority [0 cure any nonconformance with the
Commission's rules that does not involve a substantial or material regulatory contlict
before the Commission revokes its certification and assumes jurisdiction.

6. The Order takes the following actions with regard to franchising authorities' basic
race regulation:

• establishes procedures whereby chc Commission will make cost detenninations for
the basic service tier. when requesled by local franchising authoritid\ in'!Jl etton to
assist francbisinl authorities whose limited. resources may preclude condUCting cost
of-service proceedings:

« affums franchising authorities' right to order cable companies to provide refunds
upon a derennination that basic tier rates are unreasonable;

« clarifies dIM tiuchisiq autborilies may~ dIeir rile rquWioo
respoasibilitia to a Ioca1 commission or odler subordiDaIc eDlity t if so aurbodzed by
stare lDdIor local law;

.. affll'lDS -dieC~·S dec.. dill eMIle CJPII'*IS ma, act __ is*)

sea1eme. ",1.1. wiIb frMrlliJi.. • utlill~ dIlIlCDpe of Ibe
Com.....·S,. _ may ....... to lIlY tiers for
which tIIem is a ill Ibe record;

• claritiesdllt tJMr:-iaI _.ted to "I. ialorrni. from
£be cable OpKllTrl 1Ic. '. ,n .., -"1. tN. dill •••a *1)"
Deem II.,. .. I ".it 1111'IioM .., ..CIIIII G,lfM.r .. Fora 393 u
well u ilia c.-of _All I~"'".._,,1- till
COl!V!l •• ,lIrd••• die COllIS '*, 01 1111~
by ete.-- _ aad local .... will ~ __;

•cIariftII-. _ ,. frMcIIill .. _ ,*",Z d • a I'IRI 2. of pollreve-., az t' '.. 1*... _ .. I...., _a....,.I. oth-biv fees
co caIIII-l, II ....~ &aaa .. CIIIII ap•.-.'s~ IIWI
~ .... lui : (or ilIow cable opIIIIOn 10 "'c sucb owrpa)'IBIIIII from

·future paytDIIIII);

• rem;. rn..bi _ dIIy .., i..- ·torfeiaIreI aad fIDes for
violations of tbeir ocdm, or dec.... iacIadiIII die fai.hue to ftle requestIId
information. if petIIIicred UDder state or local law; aDd
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• modifIeS tile Commission's rules to require that cable operators comply wid1.
francbisiDa authorities' requests for infonnation. as well as those IJlade by the
Commission.

7. The Order takes the following actions wid1. regard to Form 393 (filed by cable
operators with their local franchising authority once that authority has certified (0 regulate
cable serVtce. and with the Commission in response (0 a subscriber complaint):

• tnforms franchising authorities that. if a cable operator fails co file a Form 393.
[hey may deem the operaror in default. find chat the operator's rates are unreasonable.
and order appropriate relief. such as a refund and a prospective rate reduction:

• infonns frmcJ1isinc aurborities dill tbey may order a cable opera~r [Q,file
supplemental information if the cable operaIOr's fonn is facially incomplete or lacks
supponin, infonnllion. and the ~bis" authority's deadline to rule on tile
reasonableness of the rates will be suspended pending the receipt of the additional
infonnation;

• prohibiu tiliIIIs on IJlYIbinI but III otrlcial FCC Form 393 or a photocopy. orders
cable operuxs dill have filed oa a aoa-FCC fona with the Commisstoa to refiJe oa
an offICial form widIiD 14 days after die efIIcQw dIM of tbis Order. aDd allides me
fraochisial audaority to similarly order a teftliIII by a cable .,... tbII bu ftJed OD

a non-FCC (orm wiI.bin 14 days from the etrectiw clare of dais Order: aad

• remiDds fn ...Ii.. audIoriIiII dill .., IIIw ... cIiIcNdoG to raolve~ or
ambi ,.rrt'al die 1"li:""ofdll_ ud I &nC••I to iDdividuaI
cire"",., if&8 OIl ".11 ea--;·Poo will dater to me
fraacbisiDI aumalicy·s decilioa if by a bail.

8, TIre a..rct I 1110 '." t-.. CII* apIIUMS
c1isclosc COICI aad '...... CII1IlII 01 111•• ,. .'11II11 "11 I • OIl a~
buil may adverIiIe • ,.. or-a prices. ........Ie .... tbI speciftc r. for
each area. --

9. Ide In-. ' puIDlleqli_or~ofdle

COIIIIDiIIioa'. ,. ie' Ii dIr bay pra~ld:oe..... u:

• ~"IN4. fII -.0" ill ... pechra to I la cane;

• coli.... _ tiers of serrice u. die buic tier;

• charIiDI for setYiceI pnMouI1y provided wirboaC ema cbaqe
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• cbarlial for services previously provided wUbout extra clwJe
(e.g. rouIiDe services. program guides) UIdess die vaJue of mat service. as now
reflected intbe new charges. was taken out of their basic: rare nwnber when
calculating the reduction necessary to establish reasonable rates.

« assessing downgrade charges for service packages that were added without a
subscriber's explicit consent.

10. The order recogni.zes that the 1m Caltte At;t provides that the Commission and
the states have concurreDl jurisdiction to repJae cable operators' negative option billing
practices and that the 1992 Cable Act doa not preempt the SWI:S from regulating those
practices under state consumer protection laws. \\ \\

~\

11. The Order makes the follOWing determinations with reprd to equipment and
instaJlation:

• the rare-sctti.DI process already refteca pI'01DCMioaaI COllI aad seasonal maiDreDaDce
costs; therefore. rar.es may not be m.d co reflect sucJI COllI; aDd

• no specia! scllldule for caJadMioa of dllrla for ... WiriJII is ...aed wbeD tbaI
wiring is offered for sUe co subscribers upoIl renniDMjon of cable service.

Action by the Ccwnmi-ioa ,..,., 22. 1994. by Third Order on
Reconsideration (FCC 94--->.~a-. [etc.)

-FCC-

News MediI Ca .151: K.- W_ orS- SIIIIt 1& (2112) 632·~
Cable s.r-.a-.... c...: Aay I. ZoIIov 1& (2OZ) 416-011I ... Julia

Bue"'•• at (202) 416-11'70. .

..
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The Honorable Reed E. Hundt
Chairman
Federal Communications Comm.
1919 M St NW
Washington, DC 20554

WASHINGTON OFF'::E,

2416 RAYBURN BUILDING

WASHINGTON. DC 20515

(202) 225-2076

DISTRICT OFFICES

74 WEST MAIN STREET

NORWICH. CT 06360

(203) B86-O 139

94 COURT STREET

MIDDLETOWN. CT 06457

(2031346-1123

*~.ss of tht llnittd ~tQttS
t\OUJt of RqrtJmtati\ltJ

Washington, B€ 20515
February 16, 1994

SAM GEJDENSON
20 DISTRICT

CONNECTICUT

COMMITTEE ON
FOREIGN AFFAIRS

CHAIRMAN

SUBCOMMITTEE ON ECONOMIC POLICY

TRADE AND ENVIRONMENT

COMMITTEE ON
NATURAL RESOURCES

COMMITTEE ON HOUSE
ADMINISTRATION

DEMOCRATIC STEERING AND

POLICY COMMITTEE

CO-CHAIR_ DEFENSE
CONVERSION COMMITTEE

MAJORITY WHIP AT-LARGE

Dear Chairman Hundt:

When the rate regulation provisions and benchmarks of the
Cable Act of 1992 were implemented this past September, I was
distressed to learn that the rates being charged to many of my
constituents had increased -- in some cases, drastically. At that
time I joined 128 of my colleagues in a letter to Acting Chairman
James Quello to encourage the FCC to revise its regulations so that
rates would more accurately reflect competitive market conditions.

I wish to offer my full support for your efforts to
existing regulations so that cable rates more accurately
competitive prices and the intent of the 1992 Cable Act.
action is vitally important to thousands of consumers in
district, particularly those with limited incomes.

amend the
reflect
This

my

As you know, Congress intended the 1992 Cable Act to encourage
competition and to protect consumers from high rates. I hope that
you will implement regulations which fully reflect competitive
pricing and give consumers relief from high cable rates.

SG/mvb

THIS STATIONERY PRINTED ON P....PER MADE WITH RECYCLED FIBERS


